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considerations, and partisan divi-
sions. But given Congress’s ex-
treme partisan and ideological
polarization, the ongoing fight
over the ACA, the legacy of myth-
ic “death panels,” and recrimina-
tions over Medicare reform, the
IPAB’s rough start should not be
surprising. This is not the sort of
political environment in which an
independent board charged with
making controversial decisions
about one of America’s most
popular social programs is likely
to thrive. These dynamics are
unlikely to recede soon, which
means that the IPAB is stuck in
purgatory, neither operational
nor canceled — an institution
designed to be above politics that
cannot escape the political binds
holding it back.

The longer-term picture is, as
always, cloudier. Perhaps Presi-
dent Obama will pursue recess
appointments. A new president
and Congress could, in 2017 and
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beyond, unshackle the IPAB in
response to deficit pressures and
the search for Medicare savings.
And if Medicare spending growth
accelerates, the IPAB’s role could
expand. Yet a new president
could also refuse to appoint any
members or enforce the spend-
ing targets, and Congress could
repeal the IPAB in 2017. The
IPAB’s demise would, in that sce-
nario, deal a symbolic blow to
health care reform and cost con-
tainment. But the impact on
Medicare expenditures and na-
tional health spending would be
negligible. For all the hype, the
Congressional Budget Office cur-
rently forecasts no savings from
the IPAB over the next decade.

Regardless of the IPAB’s fu-
ture, one thing is clear: rather
than removing politics from Med-
icare, the board’s difficult early
journey has underscored just how
entrenched politics are in health
care policy.
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ow much will the United

States spend on health care
during the next decade or two?
The answer matters greatly to
physicians, federal and state
governments, businesses, and
the general public. The answer
will determine the type and ex-
tent of care that physicians can
provide to their patients, as well
as the amount of physicians’
take-home pay. It will also deter-
mine how much everyone else
can consume or invest in other
goods and services. Unfortunate-
ly, forecasting health care spend-
ing is extremely difficult. Future
spending depends in part on de-
velopments within the health care

sector and in part on develop-
ments in the economy as a
whole. The former include chang-
es in the prevalence of health
problems such as obesity, infec-
tious diseases, and dementia, as
well as changes in medical tech-
nology such as new drugs, im-
aging devices, and surgical pro-
cedures. The economy as a whole
includes variables such as the un-
employment rate, trends in aver-
age wages, and prices of securi-
ties and housing.

The 2013 Economic Report of
the President takes an optimistic
view of future national health care
expenditures, which is based on the
slowdown in the rate of growth
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of those expenditures in recent
years.! Like most commentators,
the report notes that one possible
explanation is the recent recession,
but it argues that this was not a
major factor relative to improved
efficiency in hospitals and physi-
cian groups, payment reforms, and
early responses to the Affordable
Care Act. If the United States is
entering a new era of modest
growth in health care spending,
the current pressure for radical
changes in funding, modes of
payment, organization, and deliv-
ery of care would abate. On the
other hand, if the current slow-
down is primarily attributable to
the most severe recession since the
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1930s, or to one-time changes that
are not relevant to future trends,
then rapid growth in health care
expenditures is likely to return
when the economy becomes more
robust. In that case, the heavy lift-
ing to control cost growth remains
to be done.

An examination of data from
the past 60 years for the economy
as a whole and for health care
expenditures indicates that there
has been a robust relationship be-
tween the two. It seems premature
to dismiss the sluggish economy
as the major explanation for the
spending slowdown of recent
years. In the line graph, the econ-
omy is represented by the gross
domestic product (GDP),2 which
is the total value of all goods and
services produced in a given year
or its equivalent, the total income
received by all contributors to pro-
duction (e.g., labor, management,
and capital). The GDP and nation-
al health care expenditures® are
adjusted for population growth
and general inflation.? Between
1950 and 2011, real GDP per cap-
ita grew at an average of 2.0% per
year, while real national health
care expenditures per capita grew
at 4.4% per year. The gap between

the two rates of growth — 2.4%
per year — resulted in the share
of the GDP related to health
care spending increasing from
4.4% in 1950 to 17.9% in 2011.
Most experts believe that a gap
of close to this magnitude over
many future years would have
catastrophic consequences for
the federal government and the
U.S. economy.*

In order to observe whether
fluctuations in national health
care expenditures are related to
fluctuations in the GDP, annual
data for each series are smoothed
with a 5-year moving average (to
increase reliability), and the GDP
value for each year is increased
by 2.4% (the average gap) to fa-
cilitate visual comparison of short-
term movements in the two se-
ries. The correlation is not perfect,
but over a period of 60 years, most
sharp increases (and decreases) in
the GDP have been accompanied
by similar movements in health
care expenditures. Note the long
acceleration in both series in the
1960s, the slowdown around 1980,
the subsequent acceleration in the
late 1980s, and the recent sharp
deceleration when both national
health care expenditures and GDP
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rates of growth fell by more than
2.0% annually in just a few years.

The one big exception to the
correlation is the mid-1990s, when
growth of real national health
care expenditures per capita was
below 3% per year even though
real GDP per capita was acceler-
ating. This was precisely the pe-
riod during which managed care
became widespread. Prior to the
1990s, most insured patients
could choose freely among pro-
viders, physicians were paid on
a fee-for-service basis, and their
decisions were rarely questioned
by insurers. Under managed care,
insurance companies selectively
contracted with hospitals and
physicians, fees and prices were
negotiated in advance, physician
decisions were subject to outside
review, patients faced financial
penalties if they obtained care
“out of plan,” and providers some-
times shared in the insurance risk.
A backlash from patients and pro-
viders followed, accompanied by
a large increase in health care
spending.

The spread of managed care
in the 1990s, however, seems to
have had an effect on long-term
trends in expenditures as well as
on short-term changes. Between
1950 and 1995, real health care
expenditures per capita grew at
an average annual rate of 4.7%,
while real GDP per capita grew
at 2.1%. Between 1995 and 2011,
the average rates were 3.1% for
real health care expenditures per
capita and 1.4% for real GDP per
capita. Thus, the average gap fell
from 2.6% in the pre-1995 period
to 1.7% in the post-1995 period.
Resumption of the 60-year gap of
2.4% per year until 2040 would
result in health care’s absorbing
30% of the GDP, as compared
with the current 18%. Continua-
tion of a 1.7% gap until 2040
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would result in health care’s ab-
sorbing 26% of the GDP, a level
that would still pose problems
for the economy and especially
the federal budget.

Some observers place great
emphasis on the particularly slow
growth of national health care
expenditures in 2010 and 2011.
How useful is the experience of
growth over a period of 2 years
in predicting the growth rate over
the next 20 years? The answer
seems to be not at all. The scat-
terplot shows 2-year growth rates
on the horizontal axis and the
corresponding subsequent 20-year
growth rates on the vertical
axis. The period covered is 1950

to 1991 (the last year for which
we have 20 subsequent years of
observations). The correlation be-
tween the 2-year and 20-year rates
is actually negative, —0.22, but
not statistically significant.

When speculating about future
growth of health care spending,
it is also important to note that
some of the reasons for the slow
growth in the past 2 years, such
as the switch from brand-name
drugs to generics and the reduc-
tions in hospital readmissions,
are one-time gains, not alterations
in such determinants of long-term
growth as new medical technol-
ogy and the aging of the popu-
lation.

THE GDP AND HEALTH CARE SPENDING

In conclusion, the rate of
growth of national health care
expenditures in the past appears
to have been substantially related
to the growth of the GDP. There
has been some slowing of the
growth of health care spending
relative to the GDP, but it began
not just a few years ago, but in
the 1990s, for reasons that remain
to be determined. One possibility
is that the movement to managed
care in the 1990s resulted in long-
term slowing of health care spend-
ing, an effect temporarily obscured
by the increase in spending dur-
ing the backlash.
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